Despite Indonesia's impressive economic growth, it still lags behind other countries with a similar income level in terms of the quality of its human capital. This paper argues that one key factor explaining this low quality of human capital relates to the lack of focus and clear strategies to develop its education system. This paper attempts to assess Indonesia's current state of human capital development with particular focus on its education sector. In order to benefit from its demographic bonus, Indonesia needs to to improve its current education and skill-training system. Better education and skill-training system will support the country's effort to reduce poverty and youth unemployment. The effectiveness of public spending in education should be improved to raise the quality of education. Indonesia needs to integrate its human capital development plan with its economic master plan. Keywords: Human Capital; Poverty; Unemployment; Education; Development
Introduction
After the Asian financial crisis in 1997-1998, Indonesia has been able to maintain its economic growth at 6 percent per annum on average. This sustained economic growth has contributed to Indonesia's improved economic and social develop- 
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pressive as those of its more developed and richer Asian neighbors. One key factor relates to the lack of focus and clear strategies to develop its education sector, which adversely affects its human capital development. The country's education system, in various ways, has not been conducive to support the development of human capital. This is because Indonesia's education policies tend to be supply-driven rather than demand-driven. Lack of understanding of the characteristics, the needs, and the problems of human capital is the main culprit. These supply-driven policies are inadequate to respond to market demand and often they are poorly tailored for developing the needed skills and knowledge accumulation (Di Gropello, Kruse and Tandon 2011).
The 2011 Human Development Index (HDI) Report ranked Indonesia 124th out of 187 countries surveyed. The report indicates that the poor quality of human capital in Indonesia can cost the country to lose its growth potential. Without clear focus and strategies to reform its education system, Indonesia may fail to benefit from its demographic bonus. The latter is defined as the state where the ratio of productive-age population is greater than the non-productive one. Therefore, Indonesia needs to focus on improving its education and skill-training system in order to benefit from its demographic bonus. With better human capital, Indonesia can sustain its economic growth and support its goal to reduce poverty and unemployment. In addition, Indonesia also needs to consider how to reduce huge disparities in terms of education outcomes throughout the country. Under the Economic Master Plan for the Acceleration and Expansion of Economic Development (MP3EI), the government puts human capital as one of the three pillars for Indonesia's long term development. To be successful, the MP3EI must be accompanied with clear policies and strategies on how to develop human capital to support country's economic development.
Ironically, despite stating the importance of human capital in the country's economic masterplan, the government still allocates more public fund on fuel subsidy compared to education, health, and social protection. For example, in 2014 Indonesia will spend about 3.4 percent of its GDP (around Rp246.5 trillion) on fuel subsidy. At the same time, it will only spent Rp134.5 trillion on poverty reduction programs, Rp70.5 trillion on the health sector, and Rp91.8 trillion on social assistance programs (Dirjen Anggaran 2014). The government's rationale on giving priority to fuel subsidy in order to help the poor is very misleading. Several studies have shown that the fuel subsidy does not benefit the poor, since the bulk of the subsidy goes to the non-poor community (P2E-LIPI 2008a; World Economic Forum 2013).
This paper tries to assess the current state of human capital development in Indonesia with a particular focus on the education sector. We analyzed the national labor force survey data to examine some indicators of human capital in Indonesia, including the education profile of the workforce, inequality in education and unemployment rate. The key finding reiterates previous studies 1 that found poor education outcomes in Indonesia were due to low quality of teaching, high drop-out rate among the disadvantage group, and inefficient public financing among others. The paper argues that Indonesia needs to integrate its human capital development plan into its long-term development strategy. Section two describes the current state of human capital in Indonesia with a particular focus on the education sector. Section three illustrates the positioning of human capital in the context of the economic master plan. Section four provides policy recommendations. 
. Poor Quality of Human Resources
If we refer to Indonesia's human development index, Indonesia's human resources rank relatively low compared to other countries with the same level of income per capita. In a UNDP (2011) report on human development, out of 187 countries surveyed, Indonesia only ranked 124 in terms of the human development index ( Table 1) . The human development index measures the quality of human resources in one country based on three components, namely the education index, health index, and income per capita index. According to this composite index, the quality of Indonesia's human resources is lower than some of its ASEAN neighbors, including Singapore, Malaysia, Thailand, and the Philippines. In Asia, Japan, Hong Kong, and South Korea are the three top-ranked countries in terms of the human development index, implying the high quality of human resources in those countries.
This report suggests that the Indonesian government needs to put a greater effort to improve the country's human development programs if it wants to maximize the benefit from its demographic bonus. According to a World Bank report (2009), within the next two decades, Indonesia will experience a demographic dividend, in which dependency ratio (the ratio of young and elderly to working age population, 15-65 years old) will reach its lowest level before picking up again. According to recent government report, by 2020-2030, two third of Indonesia's population will be in the productive age, which means the country will have a large potential workforce to support the economy (Bappenas-BPS-UNPF 2014). In the region, Indonesia can be a hub for skilled labor-intensive industries. But in order to make the most of this potential, the country needs to prepare its workforce to be ready for entering a highly competitive labor market. This large, young and growing workforce also needs quality jobs, because otherwise there will be potential social conflicts in the future 2 . These social conflicts can in turn lead to political instability such as what, for instance, happened in Egypt and Chile.
Jimenez, Nguyen and Patrinos (2012) have stated that countries need to pay attention to the development of their human resources in order to avoid the "middle income trap". They have argued that many countries, such as Malaysia, lose momentum in making the transition from middle-to highincome status, as they fail to prepare their young workforce with the right skills.
In view of this potential, the next development challenge for Indonesia is how to prepare its large, young and growing workforce to respond quickly to the global market changes. This young workforce has to have good health, good education, useful skills, and a conducive environment to nurture their potential and develop their capacity. This is the reason why Indonesia needs to emphasize its human resources development agenda and especially to prepare its education system so that it can respond to the global changes.
Education is one of the most important means for reducing poverty and sustaining economic growth. The role of education is important to prepare the quality human capital needed to build a strong society and competitive economy. Education is positively correlated to productivity, labor earnings and individual income. Empirical evidences have shown that the relationship between education and earnings is especially important for the poor as in many cases labor is their only significant asset ( Indonesia has been successful in increasing enrollment rates in primary education since the mid1970s. As a result of the government's sustained drive to expand the number of schools and teachers, the enrollment rate in primary schools rose from 72 percent in 1970 to 95 percent in 2010, while the rate for junior secondary education increased from 17 percent in 1970 to 68 percent in 2010. The senior secondary education enrollment rate increased to 46 percent from 17 percent during the same period 3 .
However, this impressive aggregate indicator has masked wide regional and systemic variations within the country. In Indonesia, disparities between provinces are quite large due to an unbalanced development strategy, which is biased toward Java. Despite the success in enrollment expansion at the primary education level, inequalities remain at the junior secondary and senior secondary levels. In 2010, the net enrollment rate in junior secondary 3 Author calculation based on Susenas 2010 data. 4 Author calculation based on Susenas 2010 data.
school of the richest quintile of the population was about 10 percent higher than that of the poorest quintile 5 . Nearly all children entered the early primary grades, due to the national compulsory basic education program. However, the Susenas data have shown that those who belong to the poorest income quintile drop out quickly. This category completes the fewest years of schooling. These patterns indicate the critical junctions in the school cycle when children from poor households begin to fall far behind.
To keep children from poor households finishing their school until senior high school and then continue to higher education is a very challenging task. Economic obstacles become the primary reason why these children drop out of school as early as junior high school. Most of the children from poor households work as family workers to help their parents earn a living. In this regard, policy intervention should be started by providing financial and non-financial assistance as well as increasing the parents' awareness to keep their children at school (Moeliodihardjo 2013 ). In addition, the government needs to strengthen the outreach programs to target students at all levels of education, including primary and secondary education. The education system needs to ensure that students are aware of their options as they progress through school. In communities where parents have no knowledge or experience of higher education, outreach programs will benefit from the inclusion of parents as well (Moeliodihardjo 2013 ).
There are several critical issues that Indonesia needs to tackle in order to move forward and achieve its higher goals in education. First issue is how to encourage all students to complete senior secondary level, that is to keep school-age children at school. The second issue is how to ensure that in poorer and disadvantaged regions, including remote and isolated regions, children have full and equal access to schools that provide a conducive learning environment and effective instruction. The third issue is how to provide education that is of acceptable quality and is relevant to the economy and society. The fourth issue is how to improve the effectiveness in education spending. Between 2008 and 2011, the budget on education has increased from Rp60.5 trillion to Rp91 trillion. However, as a recent World Bank (2013) study points out, the increase in the budget is not correlated significantly with the better educational achievement. This indicates that the public fund has not been used effectively. The increase in spending goes mainly for increasing teacher's salary with no significant improvement of the students' learning outcomes.
Currently, the quality of schooling in Indonesia is lagging behind other countries. In fact, the rapid expansion of enrollment has yet to produce graduates with the consistently high quality of knowledge and skills needed to become a valuable input to economic production. International comparisons confirm the poor learning outcomes in Indonesia. The student's low learning outcomes are shown in the 2009 Program for International Student Assessment (OECD 2009: Table 2 ), which looks at how well 15 year olds score in mathematics, science, and reading tests. In these three subjects, Indonesia ranked very low, i.e. 61, 60, and 57 out of 65 countries in each respective subject.
On a proficiency scale from zero to six for mathematics, over 50 percent of Indonesian students did not reach level one. In reading, only 35 percent were able to complete more than the most basic reading tasks (World Bank 2008).
In higher education, the national system has expanded rapidly driven by increased number of secondary graduates and people's income. To respond to this demand for higher education, the number of private higher education institutions has increased to more than 3,100 institutions by 2012 6 . Higher education is important to contribute towards the expansion of a highly skilled workforce and the building of a strong foundation for the development of a knowledge-based economy. In this sector, a number of challenges need to be addressed.
In terms of higher education enrollment, Indonesia needs to catch up with other neighboring countries. The country needs to boost its currently low higher education enrollment rates of 24.7 percent to be on par with the other middle income countries ( Figure  1) . One of the key factors constraining higher education enrolment in Indonesia is the difficult transition from senior high school to university. There is a relatively high drop-out rate after senior high school as high school graduates tend to choose to enter labor market early (Moeliodihardjo 2013 ).
In addition, noticeable inequalities have remained across income groups, in which only three percent of children from the poorest quintile were in higher education compared to about 40 percent in the richest quintile 7 . The government intervention through scholarship for poor students has not been quite successful due to difficulties in targeting the poor and the high criteria set for scholarship recipients (e.g. maintaining high GPA) which are often the main weakness of poor students.
Indonesia's universities are also largely isolated. They do not establish solid linkages with international higher learning network in research and development. They also have not strongly established strong linkages with business and industry network. Their curriculum is rigid and incompatible with industry's needs. As a result, the higher education produces graduates who are less able to meet the growing need for the more broad-based and flexible skills that the industry currently needs (Di Gropello, Kruse and Tandon 2011).
The demand for skills in Indonesia is expected to increase rapidly as the country embarks on a higher development stage. Indonesia is trying to shift its economy from a resource-based economy to a knowledge-based economy. This will bring Indonesia up the value chain in a wide range of sectors, with the help of its vast pool of human resources. In this aspect, there have been signs of increasing skills shortages, especially in larger, foreign-owned and exporting firms (Enterprise Surveys 2010). In order to meet the increasing demand for skills, Indonesia's education system must be able to produce not only a higher number of skilled workers (that is the share of workers with a certain level of education and training), but also relevant and useful skills (thinking skills, communication skills, learning skills, and adaptation skills). The education system will, therefore, need to provide graduates with complex competencies, which are the ability in using knowledge, skills and other abilities at work, and life-long learning, beyond technical skills. Based on a World Bank Enterprise Surveys (2010), there have been significant weaknesses in some thinking and behavioral skills 
Poverty and Unemployment
Indonesia is the fourth most populous country in the world with 237.5 million people 9 . Today, Indonesia is classified as a lower-middle income country, with a GDP per capita of around US$3,600. The country has restored macroeconomic and financial stability after the 1997-98 Asian Financial Crisis. Economic growth has increased from 3.8 percent in 2001 to 6.5 percent in 2011.
However, an increase in economic growth is still not enough to reduce the number of poor in Indonesia, which still numbers around 30 million people. Therefore, reducing the poverty rate remains the greatest challenge for Indonesia's development agenda. According to the World Bank (2009), almost half of Indonesia's population is vulnerable to various aggregate and idiosyncratic shocks, including food price or fuel price shocks that can push them into poverty. During the 1997-1998 Asian Financial Crisis, the poverty rate in Indonesia jumped significantly to around 24.2 percent ( Figure 2) . It took about five years of sustained economic growth to reduce the poverty rate close to the level prior to the crisis. And there are significant number of people who are vulnerable to policy shocks. One may observe that when the government increased the fuel price in 2006, the poverty rate jumped to 17.8 percent.
After the financial crisis, progress in reducing poverty has been relatively slow. What is worrying is that higher levels of growth do not result in greater poverty reduction. With the GDP growth averaging at 7 percent per annum between 1990 and 1996, the headcount poverty fell nearly 4 percentage points, to 11.3 percent. But since 2003, poverty has been falling by only one percentage point despite the fact that growth has been averaging over 5 percent per annum (World Bank 2009).
Interestingly, the slowing down in the reduction of poverty rate has not matched the significant increase in anti-poverty budget (Adam 2011) . Between 2000 and 2012, the anti-poverty expenditure-increased from Rp18 trillion to Rp99 trillion. However, during the same period the poverty rate decreased by only 7.6 percent, from 19.1 percent in 2000 to 11.5 percent in 2011, suggesting that anti poverty programs are not cheap ( Table 3) . One may want to test the effectiveness of anti-poverty programs by calculating the unit cost for reducing poverty. This calculation shows that it is more costly to reduce the number of poor from time to time. This may suggest two things: either we are facing the core of poverty group or the effectiveness of the poverty programs may be declining.
According to the World Bank (2003), there are several reasons why the government's anti-poverty budget has been largely ineffective in dealing with the incidence of poverty. First, weak institutional capability both at the central and the regional levels in designing, implementing, managing, and monitoring anti-poverty programs. Second, a poor poverty database which has accounted for the failure of the anti-poverty programs to reach the right targets. Third, most anti-poverty programs have been created on a project basis so that it is hard to ensure its sustainability after the project ended. Fourth, there have been some evidences of misuse of the anti poverty budget due to corruption. Fifth, there has been lack of participation and support from the community.
The change in the structure of the Indonesian economy can also be attributed to the slowing down in the reduction in the incidence of poverty. There is an indication in recent years that the nontradable sectors have become more dominant in supporting economic growth. In fact, up to 2010 the share of the non-tradable sectors in Indonesia's economy has been larger than that of the tradable sectors ( Table 4 ). The problem is that the capacity of the non-tradable sectors in creating employment has not been as high as the tradable sectors, such as the agriculture and the manufacturing sector. In addition, there is some evidence that the growth in the non-tradable sectors has only benefited a small proportion of the population (Adam 2011).
Indonesia's 6 percent annual economic growth is still not enough to create more jobs in the formal Table 5) . What is of particular concern is that this high youth unemployment rate has been quite persistent over time.
Changes in the Labor Market
Traditionally, the agricultural sector used to be the safety net during the employment crisis, in which large numbers of workers were pushed into the agricultural sector. By 2003, agricultural employment had returned to 1991 levels. Most of the increase in agricultural employment came from the movement of workers out of the service sector, when the latter was the driver of the pre-crisis expansion. At present, the situation has been reversed. Non-agricultural employment has started to grow rapidly after 2003 and the agricultural employment has fallen to its lowest level since 1997. By 2010, less than 40 percent of the national workforce was employed in agriculture. The services sectors have become more and more important in absorbing the country's workforce ( Figure 3 ).
According to the World Bank (2009, p. 9), the average productivity in the agricultural sector has been significantly low compared with the average productivity of the services sector and the productivity of the manufacturing industry. Interestingly, despite the recent decline in the share of the workforce engaged in agricultural employment, there have been no indications of productivity improvements in this sector. A large number of Indonesia's workforce still depends for its livelihood on low-productivity activities in agriculture and related areas.
In order to reduce poverty and create more employment, the government should pay more attention to promote the manufacturing sector. The manufacturing sector has a higher elasticity than other sectors to create job opportunities (P2E-LIPI 2008b). Adam (2011) has shown that the capacity of the manufacturing sector in eliminating poverty is 1.3 times higher than that of the agricultural sector and 3.2 times higher than that of the nontradable sectors.
He argues that there are two possible reasons why the manufacturing sector may have a better capacity than the other sectors in eliminating poverty. First, the terms of trade of manufactured products tends to increase continuously against other sectors' products, such as agriculture and mining. This suggests that on average the income level of workers in the manufacturing sector is relatively higher than workers in the agricultural and the mining sectors.
Second, the manufacturing sector has implemented several rules and regulations to protect labor in this sector, including through social security, regional minimum wages, and protection against layoffs. These rules and regulations ensure that quality of job in the manufacturing sector is relatively better than those in the other sectors. More importantly, firms' compliance to the labor rules and regulations is better in the manufacturing sector if compared with the other sectors.
From a human capital perspective, the first important step that the Indonesian government should take to promote the manufacturing sector is to enhance the productivity of the workforce by improving the education and training system. Improving the skill and education of the workforce will be the key to prepare more productive workers for the manufacturing industries. At the same time, the government also needs to address the demandside problems. This means that the government should maintain and intensify its efforts to reform its industrial policy, so as to create a more competitive, favourable and open economic environment. This can be done through revising or abolishing unsound regulations, improving the ease of doing business, and reducing red tape. The government could also help the sector to reduce its production costs by eliminating taxes and tariffs on inputs, providing efficient ports and customs clearance, and removing nuisance charges (James, Ray and Minor 2003). In addition, the government should also provide more access for the manufacturing firms to sources of capital (e.g. bank/finance) so that this industry can attract new investment to replace its obsolete machines and other equipments (Adam 2008 ).
The Role of Human Capital for Long-term Growth
In its Master Plan for the acceleration and expansion of economic development of Indonesia (MP3EI), the government states that it aims to achieve the following objectives. First, transforming the Indonesian economy into one of the 10 major economies in the world by 2025. Second, strengthening the foundations of the Indonesian economy to adapt to the dynamics of regional and global economy. Third, reducing disparities among the regions. Fourth, synergizing regional and sectoral economic development. Fifth, accelerating the improvement and equitable distribution of incomes.
To achieve these objectives, MP3EI is formulated on the basis of three main pillars. First, the development of six economic corridors to foster centers of growth in each major island by developing leading resource-based industrial clusters. Second, the development of national connectivity to build synergies between those centers of growth through better international and regional connectivity. Third, the development of human resources capability and science and technology capacity to support and complement the development of economic corridors and national connectivity by improving the capabilities of Indonesia's human resources and increasing investments in research and development.
MP3EI also recognizes the need to structurally transform the economy by increasing secondary and tertiary economic activities. This goal will be achieved through rapid industrialization. There are four components to achieve the economic development goals: (i) increasing investment in infrastructure and manufacturing; (ii) increasing economies of scale; (iii) increasing human capital development; and (iv) raising economic productivity. Through these four components, the government aims for significant improvement in the poverty and human development indicators.
As stated explicitly in MP3EI, human capital development is urgently required to support the rapid transformation of Indonesia's economy. To this end, the government indicates its willingness to improve the quality of human capital by having more responsibility towards implementing a social safeguard system to ensure that the benefits of economic development is widely shared among the people. In implementing a social safeguard system, the government will provide: First, social safeguards in the form of targeted economic assistance for the poor, and in the form of universal social insurance for the public. Second, economic assistance to be executed in the form of subsidies and cash transfers targeted to the poor. Third, universal social insurance to be implemented through the combination of private and community funding.
Efforts to improve the quality of human capital will also be carried out by alleviating poverty based on a broad framework of creating new employment opportunities. To this end, MP3EI will address four main issues as follows. First, improving the availability and access to education and skills training to increase national productivity. Second, the creation of formal employment opportunities that protect the workers, and which will be implemented based on industrial relations that support fairness between workers and employers. Third, protection of Indonesian workers, as part of a social safeguard framework, is given to both the formal and informal sectors. Fourth, improving employment and industrial relation regulations to be supportive of both employers and employees.
In addition, the framework of alleviating poverty in MP3EI is designed to be more open sources. This means that the strategy to alleviate poverty should be done through a coordinated effort between the government and society, in which each party plays a specific role. First, the role of society and businesses should be directed toward partnerships with local governments to solve the real problems of poverty specific to a certain region. Second, businesses can help to reduce poverty by focusing on specific areas through the implementation of corporate social responsibility (CSR) programs. Third, the central government further coordinates the activities of government, communities and regions.
While the role of MP3EI in promoting human capital cannot be ignored, various issues in the master plan need more clarification. First, MP3EI is still lacking a specific implementation plan. There are four key issues in human capital development, which are interlinked: (i) population; (ii) education; (iii) health; (iv) labor force. Unfortunately, the MP3EI has no clear explanation of how these four key issues will be integrated to achieve a better result in human capital development for the purpose of supporting the rapid transformation of the Indonesian economy.
In addition, MP3EI does not specifically address regulatory bottlenecks that have been blocking investment in human capital for years, such as competing regulatory jurisdictions, ineffective fiscal regimes, and the slow disbursal of public funds. In fact, MP3EI was largely written by the same government bureaucrats who have been unable or unwilling to confront these issues for many years.
According to MP3EI, formal employment will be created by promoting 22 major activities in six economic corridors spread across Java, Sumatra, Kalimantan, Sulawesi, Bali, NTB, Maluku-Papua. Of the 22 major activities, most are dedicated for non-agricultural employment. Moreover, of the six economic corridors, there are only two corridors that are focused on the development of agriculture (Sulawesi and Maluku-Papua), while the remainder are focused on manufacturing industry, mining, technology and so forth.
As explained previously, by 2010, about 40 percent of the national workforce was employed in agriculture ( Figure 3) . The educational level of most Indonesian workforce is elementary school graduate with a low skill-base. Therefore, the objective of MP3EI to create employment to a large extent in the non-agricultural sectors does not match with the current characteristics of labor supply.
Education should be a solution to deal with the above problem. This means that education should be able to improve the competencies of the labor force to be in line with the creation of employment in the non-agricultural sectors. The problem is that the educational system in Indonesia is not based on regional specificity. As MP3EI divides Indonesia into six economic corridors, the educational system should be adjusted to achieve a closer conformity with the human resources needed in each corridor. This suggests that the implementation of MP3EI should pay more attention to developing education and training system which is best suited to the regional abundance resources.
Policy Recommendation
Conceptually, the development of human capital has always been stated as the top government priority in Indonesia. This is emphasized in all key government documents, including the Long Term Development Plan (RPJP) 2005-2025, the Medium-Term Development Plan (RPJM) 2009-2014, and the latest Master Plan for Acceleration and Expansion of Economic Development of Indonesia (MP3EI). In order to implement these plans, the government has launched several policy instruments to promote human capital supported by various ministries and non-ministry institutions.
To support these policy instruments, the government has also allocated and increased its budget. For example, government spending for education since 2009 has been mandated by constitutional law to be at least 20 percent of total government expenditure. In addition, between 2000 and 2010, anti-poverty expenditure has been increased by almost fivefold (from Rp18 trillion to Rp86.1 trillion), while health expenditure rose by more than sevenfold (from Rp2.6 trillion to Rp18.8 trillion).
However, as explained previously, there has been a strong indication that numerous policy instruments and a significant increase in the government expenditure have been largely ineffective in promoting human capital in Indonesia. This suggests that to meet its vision, that is to give priority to the human capital development, the Indonesian government has to take various actions to improve and strengthen its policy instruments.
The first important action that the government should take is to minimize overlapping and contradicting policy instruments due to the involvement of various ministries and non-ministry institutions in promoting human capital. Better coordination among various ministries and non-ministry institutions under the strong leadership of the President will be the key to solve this problem. In addition, the government should create a comprehensive mechanism to ensure that the budget is spent effectively and used optimally in improving quality of human capital. In this case, monitoring and evaluation mechanism should be strengthened and there should be a clear reward and punishment mechanism in improving the quality of institutional performance.
In view of these programs, the government should revitalize the family planning program (Keluarga Berencana) to control population growth. During 2000-2010, the growth of population was 1.49 percent per year on average, while the growth of rice production was only 1.39 percent per year. The fact that population growth during this period was higher than that of rice production placed the government in a politically difficult situation. The reason was that the government was under pressure to ensure that rice supply was always enough to stabilize food prices and reduce their volatility. Moreover, the high growth of population puts extra pressure on the government to provide sufficient facilities and infrastructure to accommodate the needs of people. This, particularly in urban areas, has resulted in various social and environmental problems, including poor housing, unclean water, increase solid waste, drainage problems, etc.
In addition, the government has put an effort to encourage people to participate actively in alleviating poverty through the National Program of Community Empowerment (Program Nasional Pemberdayaan Masyarakat). Even though this effort should be appreciated, the government should go beyond such an empowerment program. Several measures that need to be taken further by the government are: (1) improving the institutional capability, both at central and regional level in designing, implementing, managing, and monitoring the program; (2) strengthening the poverty database to enable the program to succeed in reaching the right targets; and (3) encouraging the implementation of the program based on local characteristics. This means that implementation of the program should not be generic. Rather, it can vary from one region to another depending on the economic, social, and cultural characteristics of each region.
Improving the quality of public education and training system is another action that the government should do to promote human development. To improve the quality of public education and training system, it is recommended that the government address the following issues: (1) preventing early dropouts and improving the quality of basic education; (2) improving cognitive skill of students before they reach senior secondary education and ensuring an adequate supply of senior secondary schools in the desired stream; (3) strengthening basic skill and competencies for secondary school graduates through improvements in the educational quality and shifting vocational education to a later stage; (4) exploring alternative modes of delivering vocational education, increasing practical training and linkages with the private sector; (5) improving the capacity of the non-formal training system to compensate for the lack of skills as well as provide a viable way to train unskilled workers and retrain and upgrade the skills for educated workers; and (6) strengthening quality assurance mechanisms through the establishment of competency-based standards and a clear and enforceable accreditation mechanism.
Finally, to ensure the successful implementation of MP3EI, the government should have a strong commitment to synchronize the development of the six economic corridors and the development of education and R&D activities. This suggests that the expansion of secondary and tertiary education, including vocational, should be based on the criteria of human capital required to promote economic activities in each corridor. In other words, the expansion of education system should be linked and matched to the priority development in the six economic corridors. It is recommended therefore that demand-driven principles should be the main foundation to develop educational system.
Conclusion
This paper has examined and discussed the current state of human capital development in In-donesia. This examination indicates that Indonesia's economic and social policies, in various ways, have not been conducive to support the development of human capital. Accordingly, Indonesia's human resources quality is lower than some of its more advanced ASEAN neighbors, such as Singapore, Malaysia, Thailand, and the Philippines.
The poor quality of human capital should encourage the Indonesian government to put more efforts in improving the country's human capital development. We recommend that the government puts priority in improving the effectiveness of existing human resources development programs including education, skill training and poverty eradication. In addition, the government needs to consider how to control the growth of the population and increase the number of jobs in the formal sectors.
Finally, in order to improve human capital quality in Indonesia, the government needs to take several actions. First, designing a long-term human capital development plan which has to be committed to by the current and future governments. Second, integrating human capital development into its development masterplan. Third, improving the quality of economic growth to tackle the problem of unemployment and poverty through promoting manufacturing and other tradable sectors.
